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Social Comparisons of Wage Increases and Job Satisfaction

Introduction
It is now more and more established that individuals take certain reference points into account when evaluating their income. Two of the most prominent concepts of reference points include the own status quo (e.g. Kahneman & Tversky 1979) and social comparisons with peers (e.g. Adams 1963 , Fehr & Schmidt 1999 . Considering employment relationships, individuals take own wages of previous periods into account so that wage increases are related to job satisfaction (e.g. Clark 1999 ) and they also compare their absolute wage with that of other employees (e.g. Clark & Senik 2010 , Card et al. 2012 ).
We combine these two reference point concepts. We argue that individuals may compare their individual wage increases with those of other employees. Based on data of middle managers in Germany, we indeed find first evidence that relative wage increases are positively related to job satisfaction. This relation holds for employees with lower absolute wage levels in particular.
Hence, there are good reasons to combine these two reference point concepts and to focus on the relevance of relative wage increases. We therefore refer to differences between individual wage increases and wage increases of similar employees in a market. We want to explore whether the comparison of own wage increases with those of other employees is related to job satisfaction.
This paper proceeds as follows. In section 2, we refer to the relevant theoretical approaches and previous empirical findings before describing our data, variables, and methodology in section 3. The empirical results are presented in section 4. Section 5 concludes.
Theoretical approaches and previous empirical findings
In the context of status quo preferences, prospect theory by Kahneman und Tversky (1979) states that human decision-making is largely based on relative utility considerations. Thus, employees usually evaluate their income or other goods with respect to a certain reference point and evaluate deviations from that point as gains and losses, respectively. In employment relationships, employees may take their wages of previous periods as reference points. Wage increases can then be interpreted as deviations from these reference points.
Clark (1999) finds evidence that both wages and wage increases have a positive effect on job satisfaction but no significant effect of the absolute wage alone. He uses a cross section built from the first two waves of the British Household Panel Survey (BHPS) for his study. Grund and Sliwka (2007) state for the German case that job satisfaction is positively related to wage increases for white collar workers in particular.
In terms of social comparisons, social comparison theory (Festinger 1954) and equity theory (Adams 1963) argue that individuals compare themselves with similar persons, which has an impact on utility and on behavior. By comparing themselves with others, employees want to reduce uncertainty in specific domains and to estimate unfairness in terms of compensation structures. Especially disadvantageous inequality (i.e. individual wage level is lower than reference wage level) is assumed to have a negative effect on a subject`s utility (Fehr & Schmidt 1999) . In contrast to these negative comparison effects, Hirschman and Rothschild (1973) suggest the information effect or tunnel effect. Such an effect comprises higher wages of others potentially operating as a signal for own future wage opportunities.
There are some empirical studies which address the identification of relevant reference groups for social comparisons with respect to the absolute wage. Ferrer-i-Carbonell (2005) finds that individuals compare themselves with employees who have a similar education level, who are inside the same age bracket, and who live in the same region as themselves. In line with these findings, Godechot and Senik (2015) show that social comparisons in terms of the wage level prevail both on the firm level as well as on the market level.
In most cases certain differences in wage levels may be accepted among employees because of differences in human capital and the level of task responsibilities, for instance. There are both theoretical and empirical hints that these social comparisons may rather be attached to wage increases than only to absolute wages, though. According to tournament theory (Lazear & Rosen 1981) , individuals are incentivized by extraordinary wage increases in situations where employees compete for winner prizes, such as promotions or extra bonuses. In an empirical investigation, Grund and Westergaard-Nielsen (2008) show that the dispersion of wage increases (rather than the dispersion of absolute wages) among the workforce of firms is related to firm performance.
Hence, there are good reasons to combine these two reference point concepts and to focus on the relevance of relative wage increases. We therefore refer to differences between individual wage increases and wage increases of either employees in other firms. We want to elaborate the role of the comparison of own wage increases with those of other employees. Our conjecture is that relative wage increases are positively related to utility and, therefore, to job satisfaction.
Data, variables and methodology
We use VCI, 2016) . Every year, the questionnaire is sent out to all of the 18,000 members of the Association. We receive a response rate of around 0.3 per year. Since we focus on wage increases, we restrict our analysis to fulltime employees, for whom we have information from two consecutive years. In order to get a homogeneous sample of employees, we restrict our data to individuals who work in firms in western Germany and hold a university degree in either natural science or engineering. Furthermore, we do not consider managers of Job satisfaction is considered to be a suitable proxy for the well-being of employees with respect to their work. It represents our dependent variable and is assessed by the question "How satisfied are you with your job?" on an 11-digit scale ranging from 0 (totally unhappy) to 10 (totally happy). Managers report an average level of job satisfaction of about 7.
The yearly total compensation (in € 1,000) of manager i in a certain year t is represented by , (the previous year value is described by , . It describes the difference between the wage increase of manager i in a certain year t and the average wage increase of other similar managers. It is supposed that wage profiles are concave and increase over time. As managers are assumed to be aware of this phenomenon, they should tend to compare their own wage increases with those of employees with similar years of professional experience. For this reason, we operationalize the reference wage increase as the average wage increase of managers with a similar amount of work experience (5-year intervals).
We control for socio-demographic characteristics, such as gender and incidence of children (1=yes), job-and firm-level factors which consist of distance from home to the workplace (measured in kilometers), firm size (3 categories), firm tenure (measured in years) 1 , level of hierarchy (3 categories), actual weekly working hours, and the year of observation (6 dummies). Table 1 shows the descriptive statistics of our variables. Managers on average report a level of job satisfaction of about 7 (of 10) and earn € 127,000 per year. About 90 % of our sample are male. They work 47 hours per week on average. The average tenure amounts to more than 16 years. About half of the managers work in firms with more than 10,000 employees. More than half of the managers work on hierarchical level 3.
1
Results are robust when considering age or work experience instead of firm tenure. Note that stable, long-lasting employment relationships are predominant in the German chemical sector. Table 2 presents the results of OLS estimations on job satisfaction.
Empirical results
Model (1) of
2
We focus on the relative wage increase as defined above, which is indeed positively related to managers` job satisfaction. The link is not significant when estimating a fixed effects model, though (model 2).
Results of corresponding ordered probit estimations lead to the same qualitative results. Notes: Robust standard errors clustered on the individual level (in parentheses). *significant at 10%, **significant at 5%, ***significant at 1%.
The results of a meta-analysis by Kooij et al. (2011) suggest that rather less experienced employees care for wage increases and career advancements. We, therefore, want to explore, whether relative wage increases are related to job satisfaction for younger employees and/or those with lower absolute wages in particular. 12,056 Notes: Robust standard errors clustered on the individual level (in parentheses). *significant at 10%, **significant at 5%, ***significant at 1%. Godechot and Senik (2015) show that social comparisons in terms of absolute wages can prevail not only to similar employees on the market level, but also to colleagues in the same firm. We can attach part of our observations to certain firms and can then use about 6,900 of 73 firms to run corresponding estimations with relative wage increases compared to colleagues of the same 3 Corresponding estimations of subgroups with regard to median splits of experience and wage confirm that the relation between relative wage increases and job satisfaction is relevant for younger employees and those with lower wages in particular (see Table A in the Appendix).
firm. The results confirm the same interaction effects of experience as well as wage level and relative wage increases (see Table B to D in the Appendix).
Conclusion
We combine two prominent reference point concepts -status quo preferences and social comparisons with peers -and suggest that relative wage increases defined as the difference of own wage increases compared to those of peers act as a relevant monetary reference point.
Using panel data on middle managers in the German chemical industry, we investigate whether relative wage increases are associated to managers` job satisfaction. Indeed, we find first evidence for this relation. The relevance of the link between relative wage increases and job satisfaction is decreasing with the absolute wage level.
Our results have practical implications for the pay policy of firms, which may consider the relation to job satisfaction for certain groups of employees when implementing monetary incentive systems. Future research may explore this identified relationship in more detail both theoretically and empirically. Notes: Robust standard errors clustered on the individual level (in parentheses). *significant at 10%, **significant at 5%, ***significant at 1%. Notes: Robust standard errors clustered on the individual level (in parentheses). *significant at 10%, **significant at 5%, ***significant at 1%. Notes: Robust standard errors clustered on the individual level (in parentheses). *significant at 10%, **significant at 5%, ***significant at 1%.
